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Current parity KEY ECONOMIC INDICATORS: JAPAN 


rate $1.00=¥308 


A 
Item Unit CY 1969 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices $ Bil. 167.3 
" 


GNP at 1965 Prices 141.7 
Per Capita GNP at 1965 Prices $ 1,382 
Index of Industrial Production 1965=100 185.9 
Gross Domestic Investment $ Bil. 64.4 
Private Sector “ 50.0 
Pvt. Plant & Equip. Inves. . 33.3 
Domestic Invest. as % Curr GNP % 38.5 
Population (Oct. 1 Census Est.) Mil. 102.5 
Labor Force, end of year of 50.0 
Avg. Unemployment Rate % 1.1 
Labor Productivity Index (avg.) 1965=100 172.5 
Avg. Industrial Wage Index 1970=100 85.5 


1965=100 162.8 


MONEY AND PRICES, end of year 


Money Supply $ Bil. 50.8 
Public Debt Outstanding xd 16.0 
Domestic ” 15.7 
BOJ Com'l Discount Rate > 6.25 
Call Rate (uncond.) . 8.25 
Com'l Bk Int Rate (avg. all banks) " 7.605 
Consumer Pri. Index (adv. annual) 1970=100 92.9 
Wholesale Pri. Index (avg. annual) 1965=100 107.4 
Export Pri. Index (avg. annual) ° 103.7 
PRODUCTION OF MAJOR COMMODITIES 
Rice Mil M Tons 14.0 
Crude Steel e 82.2 
Passenger Cars Thou Units 2,611 
Synthetic Fabrics Mil Sq. Mtrs 2,397 
BALANCE OF PAYMENTS AND TRADE 
Gold & For. Ex. Res., end of yr. $ Mil. 3,496 
Balance of Payments (Surplus +) af + 2,283 
Total Exports (f.o.b.) ™ 15,679 
Exports (f.0.b.) to U.S. " 4,958 
Total Imports (f.o.b.) » 11,980 
Imports (c.i.f.) from U.S. " 4,090 





Exports to U.S. 


B 


cY 1970 


197.2 
156.6 
1,510 
215.9 
77.9 
62.0 
40.1 
39.5 
103.7 
50.5 
1.2 
196.4 
100.0 
190.5 


59.3 
18.1 
17.8 
6.00 
7.50 
7.693 
100.0 
111.3 
108.7 


12.7 
93.3 
3,179 
2,746 


4,399 
+ 1,374 
18,969 
5,940 
15,006 
5,560 





ves. Fi 
% Change: 
Cc C/Same 
CY 1971 Period B* 


226.2 + 10.8 
Rae BEB 
1,638 + 4.8 
226.6 «+. 5,0 
81.6 + 1.0 
61.6 - 4.0 
as." @: 32 
36.1 ~ 
105.0 + 12.3 
50.7 + 0.4 
1.2 0.0 
209.5 + 6.7 
114.5 + 14.5 
2a8.2 “4 3455 


89.9 + 30.7 


2.1 + 18.1 
23.9 + 14.5 
4.75 ~ 
5.00 ~ 

7.457 - 

106.1 6.1 

5 - 07 

109.3 + 0.6 
10.9 = 14.2 
88.6 - 5.0 

3,715 + 16.9 

2,818 + 2.6 


15,235 +246.3 
+ 7,677 ° 
23,650 + 24.7 
7,495 + 26.2 
15,750 + 5.0 
4,978 - 10.5 





697; Mach. & Equip. 4,067 (TV & Radio 784, Passenger Cars & Motorcycles 1,610, 


Tape Recorders 275); Iron & Steel Products 997; Foodstuffs 138. 


Imports from 


U.S.=Foodstuffs 736; Textile Raw Materials 126; Metal Ore & Scrap 172; Coal 
510; Mach. & Equip. 1,417; Chemicals 379; Soy Beans 483; Lumber 1,395. 
National Income Statistics revised; Conversion rates on National income for CY 

1971 (¥360 for Jan-Mar & Apr-Jun, ¥352.47 for Jul-Sept, ¥326.36 for Oct-Dec), 

Source E.P.A.; Money supply and public debt conversion for end of year 1971 is 

at ¥308. %-Percent change is calculated on basis of yen figures since percent 

change of dollar amounts would be distarted upward owing to exchange rate re- 


alignment occurring in 1971. Percent change for balance of payments entries 
are made on the basis of dollar amounts since that is the usual standard of 


international comparison. 





SUMMARY 


Current Trends. The Japanese economy has begun a gradual ex- 
pansion in recent months, even though new investment in manu- 
facturing remains very sluggish. Both output and sales of 
industrial products have risen slowly but steadily since the 
beginning of this year. Demand in nonmanufacturing industries 
such as real estate, construction, and services has been per- 
sistently strong. In short, the economy currently is moving 
toward a growth track of about 8 to 9 percent in real terms 
for this fiscal year (April 1972-to March. 1973). 


The downswing of the medium-term investment cycle, mainly in 
manufacturing, which caused the economic slowdown that began 
in mid-1970, probably bottomed-out in the first quarter of 
this year. Meanwhile, a rapid rise in government spending has 
stimulated overall demand. 


Outlook. If the recent rise in industrial production and ship- 
ments of industrial production continue, some increase in new 
manufacturing investment could take place in the second half 

of this year, The recovery of manufacturing investment will 

be very gradual, but recent developments strongly suggest this 
sector will no longer be the drag on an otherwise generally 
buoyant economy that it has been since mid-1970. As a result, 
there is every reason to expect a fairly strong upswing in the 
economy in the coming months. 


However, the lingering and cumulative effects of the recent 
economic slowdown still dominate Japan's foreign trade, Exports 
continue to rise although at a slower rate than a year ago. 
Imports despite some pickup in recent months are not rising 
rapidly enough to appreciably narrow the trade surplus. As a 
result, Japansbalance of trade remains virtually unchanged from 
the record-high surplus recorded last year. This underlying 
trend is likely to continue for the rest of this year, since 
Japanese imports historically have not risen rapidly at current 
and projected levels of domestic economic activity. Meanwhile, 
changes in the pattern of domestic investment and spending may 
open up new opportunities for U. S, exporters, as noted in the 
section on Implications for the U. S., page 10. 








CURRENT ECONOMIC SITUATION AND TRENDS 


Recent Indicators. The level of industrial production in the 
first quarter of 1972 was 6.0 percent above the corresponding 
level for 1971. The index showed no change during the fourth 
quarter of 1971 over the third quarter. A slight pickup in the 
index followed in January and February of 1972 before a sharp 
upward movement in March. Most people have interpreted March 
results as signaling the start of the anticipated upturn in 
economic activity. 


Mining and manufacturing inventories in the first quarter of 

1972 increased only 2.9 percent above the level recorded one year 
ago. Figures for March indicate that inventory accumulation has 
not yet started. Observers believe, however, that excess in- 
ventories which took so long to be worked off in 1971 have now 
been eliminated. Within the manufacturing sector, inventories 

of transportation machinery increased significantly in the 

first quarter of 1972 which may be a reflection of large increases 
in government outlays for public works projects in recent months. 


The shipments index for all industries during the first quarter of 
this year was 7.5 percent higher than the figure recorded one 

year ago. Shipments decreased slightly in the fourth quarter of 
1971 compared to the preceding quarter but then showed very sub- 
stantial increases in February and March of 1972. Again, this 
development is interpreted as a significant indication that 
recovery is getting under way. 


New machine orders in the first quarter were 19.5 percent above 
those for first quarter 1971. Monthly figures reveal a sizeable 
(41 percent) increase in new orders during March over the pre- 
ceding month, even though the figure was still 10 percent below 
that of March 1971. Thus, new machine orders may be turning the 
corner but it will be a few more months yet before reattainment 
of previous high levels can be expected, 


New plant and equipment investment surveys conducted in January 
and February of 1972 were unanimous that new investment for all 





industries in fiscal 1972 (April 1972-March 1973) would be 

2-4 percent below the level of fiscal 1971. Investment in the 
manufacturing sector was expected to register a decrease of 
anywhere from 11-15 percent compared to the previous year 

while new investment outlays in the nonmanufacturing sector were 
expected to advance by 8.5-12.5 percent. The latest evidence 
indicates that small-scale industries are in the process of 
accumulating stocks and are planning new and significant invest- 
ment projects. (This phenomenom is true to form of the initial 
stage of previous economic recoveries.) If this trend continues, 
mid-summer investment surveys of plans for new investment could 
show an upward revision of estimates compiled at the beginning 
of this year, especially for the nonmanufacturing sector. 


Consumer demand, as measured by the level of all department 

store sales, increased 15.2 percent during the first quarter of 
1972 over the first quarter of last year. This reflects a 
situation about midway between sales during boom periods (20 
percent or more) and sales during recession periods (10-11 
percent annual rate of increase). While much personal con- 
sumption has downward rigidity during times of slack aggregate 
demand, it is nonetheless affected. Recently, consumption levels 
have reflected the slower rate of advance in wages and salaries. 


Performance of corporations in the October 1971-March 1972 
accounting term was better than expected with sales up and earn- 
ings down only moderately. One notable, comprehensive survey 
concluded that sales during the six-month term increased by one 
percent, current earnings of corporations rose 2 percent and 
after-tax profits decreased 3 percent. A better showing is 
expected for the current April-September period. According to 
one authoritative survey, sales are expected to climb 4.9 percent 
compared to the last period, with current earnings and net 
earnings showing increases of 1.8 percent and 3.3 percent, 
respectively. A number of key manufacturing sectors hard hit in 
the recession expect to achieve fair to strong rebounds. This 
includes chemicals, nonferrous metals and steel. By contrast, 
textiles, shipping and machinery are expecting a continuation of 
recent declines in earnings. Generally speaking, the adverse 
effects of last year's monetary crisis and yen revaluation 
turned out to be exaggerated, the extremely easy credit situa- 
tion has reduced the debt burden on business and has enabled 








many firms to keep going, and measures to stimulate the economy 
are producing results. 


Prices and Wages. The wholesale price index decreased steadily 
throughout 1971 and the first quarter of 1972. The average 
wholesale price index for the first quarter was 0.6 percent 
below the level of the previous year. Recent monthly figures 
are somewhat more revealing. Wholesale prices declined through 
November, 1971, were unchanged during December and January, 

and then increased 0.2 percent and 0.3 percent during February 
and March, This is taken as yet another indication that 
economic activity is turning up. Weak spots continue to be 
iron and steel and nonferrous metals with oil and coal products 
and machinery and equipment showing recent strength. 


National consumer prices increased less rapidly during the last 
two quarters (fourth quarter 1971 and first quarter 1972) than 
at any time in the past two years, The price index in the first 
quarter was only 4.3 percent above that for the same period of 
1971. Price increases for food, housing, fuel and light were 
significantly less during the first quarter than in recent 
periods but prices for clothing continued to rise sharply (up 
6.1 percent). For the fiscal year ending March 31, consumer 
prices were up 5.7 percent. 


The export price index has declined steadily since August 1971 
although the rate of decline slowed in February and March of 
1972. The export price index for March (based on yen contract 
prices) was 2.6 percent below the level of March 1971 and 3.3 
percent below that of August 1971. This decline partly reflected 
a decline in the domestic wholesale price index. It also indi- 
cates that exporters on balance shaded yen prices for exports so 
as to somewhat hold down increases in dollar prices for exports 
that occurred in the wake of changes in the yen exchange rate. 
The import price index has also declined steadily since last 
August. Import prices in March were 7.3 percent below prices 

of the preceding year and 8.2 percent below those of last August. 


The gap between increases in wages and increases in labor pro- 
ductivity widened in 1971 to about eight percentage points. 
Wage settlements secured thus far during the current spring 





offensive (about 60 percent of total contracts) are producing 
on average a 14.7 percent monthly increase. The amount of 
increase in yen is more than last year's increase although the 
rate of increase is less than last year's 16.1 percent average 
wage growth. The wage increases in steel were the same as last 
year and this is believed to have set the tone for substantial 
wage increases in other manufacturing sectors despite the 
business slowdown and lower after-tax corporate profits. Even 
with apparent high wage settlements this year, the gap between 
productivity and wages is expected to narrow sharply in the 
second half of 1972 and perhaps disappear altogether early in 
1973, as production levels move closer to limits of capacity. 


Expansionary Monetary and Fiscal Policy 


The official discount rate stands at. 4.75 percent and a reduc- 
tion of 0.5 percent is expected very shortly as a means of 
stimulating the business recovery. The average loan rate 
charged by commercial banks in March was 7.2 percent, 0.39 
percentage points below the level of one year ago. Call money 
rates are at their lowest level in several years, declining 
1.75 percentage points during the last twelve months. 


The money supply (cash plus demand deposits) has increased at 
better than 25 percent per year since the first quarter 1971. 
Currency in circulation increased 14 percent during the past 
year (first quarter 1972 compared to first quarter 1971). The 
rate of increase slowed to its lowest level in December (14.8 
percent) and has been picking up in the first three months of 
1972. Deposit currency has increased at a rate of 30 percent 
during the past twelve months and has continued to show a 
monthly advance of about the same level. This very high rate of 
increase reflects the extremely easy money market conditions now 
prevailing. 


The General Account Budget for fiscal 1972 is 21.8 percent 
greater than the same original budget for last year and is 

18.7 percent (¥11.6 trillion) larger than the same budget 
modified by the supplementary appropriations voted into law 
during autumn of 1971. The Fiscal Loan and Investment Program, 
a government capital account separate from the General Account 
and administered by the Ministry of Finance, has been increased 
31.6 percent over expenditures in fiscal 1971 to %.6 trillion. 








Substantial increases in other government special accounts have 
been approved for fiscal 1972. 


Huge Payments Surpluses. 


Japan's balance of payments for fiscal 1971 (twelve months 
ending March 31, 1972) recorded a record overall surplus of 
$8.0 billion, far surpassing the $1.9 billion surplus of the 
preceding fiscal year. The record surplus stemmed from a 
very substantial trade surplus and from a large inflow of 
short-term capital in the form of advance export receipts with 
both factors reflecting international monetary disturbances 

of 1971. The merchandise trade surplus for the fiscal year 
amounted to $8.6 billion or more than twice the surplus 
achieved in fiscal 1971. Exports increased by 25 percent to 
$24.8 billion while imports rose by only 5 percent to $16.2 
billion (a reflection of the sluggish domestic economy). The 
short-term capital account was in surplus by $3.1 billion 
compared to a surplus of $1.7 billion the year before. This 
large inflow resulted largely from advance receipts from exports, 


As for the long-term capital account, Japanese long-term 
capital outflows exceeded inflows by $2,486 million in fiscal 
1971 and were the result of increases in the granting of export 
credits, investments in foreign securities, and the purchase of 
yen-denominated bonds issued by international institutions. 
Foreign capital inflows, mainly through foreign investments in 
Japanese securities, exceeded outflows by $778 million. On 
balance, the long-term capital account was in deficit by 

$1,708 million. 


Recent monthly balance of payments statistics reveal the rate 
of increase in exports has fallen just below 20 percent for the 
first time in many months and that the rate of increase in 
imports has picked up significantly. The ratio of imported raw 
materials to total imports remains very high, however, and it 
will be some time before higher domestic growth forces the rate 
of change in imports above that for exports. In any event, 
some of the first signs of yen revaluation may be read from the 
latest figures, since imports rose during the first quarter when 
the level of domestic economic activity was at its lowest point 
during the recent slowdown. 





Japan's foreign exchange reserves were officially reported to 
be $16.5 billion at the end of April. During the month 
reserves actually decreased by $128 million, the cause being 
various measures adopted by the government which are leading 
to changes in the use of official reserves, The government's | 
new economic program announced May 20, designed to stimulate 
more speedy domestic economic expansion, moderate Japan's 
balance of trade and payments surpluses and make more efficient 
use of official reserves, will result in further decreases in 
officially published foreign exchange reserve levels in the 
months to come. (See the section on Recent Capital and Trade 
Liberalization for more information on the government's new 
economic program. ) 


The Outlook. Leading economic indicators, such as shipments of 
industrial production, point toward a rising level of economic 
activity in 1972. Moreover, the recent very rapid rise in 


government expenditures is just ee to work its er 
through the economy. All in all, a fairly strong expansion 


is getting under way, and economic growth in real terms at an 
annual rate of between 8 and 9 percent appears certain for this 
fiscal year (April 1972 to March 1973). 


This view is reinforced by strong indications that the decline 
in the pace of manufacturing investment bottomed-out during the 
first quarter of this year. Based on past experience of mediun- 
term investment cycles in Japan, new plant and equipment invest- 
ment in manufacturing will recover very slowly. Still this 
sector no longer will be the drag is has been on an otherwise 
generally buoyant economy since mid-1970. If the recent rise 

in shipments of industrial production continues, inventory 
demand will rise this summer, probably leading to some modest 
increase in plant and equipment investment during the second half 
of 1972. 


However, government expenditure will be the main force in the 
economy for some time to come, This has important implications 
for the composition of demand in the Japanese economy. The 
chief effect of such expenditure will be to increase the per- 
centage of GNP for personal consumption expenditure, Since 1955 
the percentage of personal consumption expenditure to GNP has 
declined very substantially. This is the underlying reason for 
the downswing in the investment cycle in mid-1970, when personal 
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consumption expenditures reached a low of 51.3 percent of GNP, 
compared to 63.7 percent in 1955 and private investment for 
machinery and equipment reached a high of 21.1 percent, com- 
pared to 10.8 percent in 1955. 


The pattern of government spending indicates a significant rise 
in fixed investment designed to improve "the quality of life." 
Construction outlays for transportation, urban services,and 
housing will rise sharply. Private investment for housing 
already at a high level will rise further, The financing of 
such investment will be facilitated both in terms of lower 
interest rate for mortgages and improved credit facilities. 

The income flows generated from this pattern of investment will 
shift resources away from manufacturing to nonmanu facturing 
industries. The service industry in particular will expand 
over the next several years. 


As a result of all these factors, personal consumption expendi- 
ture is expected to rise to almost 54 percent of GNP in 1972. 
In short, the components of demand in the Japanese economy are 
in the process of change, and this change should cause in- 
creased spending on consumer goods of all kinds, housing and 
all types of services by the Japanese people. Only after some 
period, probably two or three years, of rising personal con- 
sumption expenditure can a strong revival of private invest- 
ment for machinery and equipment be expected. 


IMPLICATIONS FOR THE U.S, 


U. S. Trade Prospects. Preliminary customs figures indicate 
that through April of this year U. S. exports to Japan increased 
2.6 percent over the same period of last year, while U. S. 
imports from Japan rose by about 22.0 percent. These figures 
reflect the slow growth of Japan's imports caused by the slow- 
down of the domestic economy.In the second half of this year, 

U. S. exports related to industrial production such as coal, 


scrap, nonferrous metals and other industrial supplies should 
increase, 


Sales of several major U. S, agricultural products, including 
wheat, corn and milo, were down sharply in the first quarter of 
1972. However, because tobacco arrivals were disproportionately 
high during January and February, total imports of U. S. 
agricultural imports managed to increase slightly from the same 
period of last year. Prspects for U. S. agricultural exports 
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to Japan during the rest of 1972 remain good, with wheat, 
corn, milo, soybeans and cotton sales expected to reach or 
exceed their 1971 levels. 


However, the shift in the components of Japan's GNP away from 
manufacturing to nonmanufacturing industries combined with a 
rising level of personal consumption expenditures comprise the 
most significant change in recent years for U. S. exporters. 
This development will open new opportunities for U. S. 
exporters active in nonmanufacturing and service industries 
of all kinds. Among the product categories for potential 
sales that these changes open up are: (1) anti-pollution 
equipment, machine, and testing and measuring instruments; 
(2) sewage cleaning plants, garbage collection and disposal 
systems; (3) interior materials for houses, bathroom access- 
ories, kitchen equipment, furniture, lighting fixtures; 

(4) leisure goods of all kinds; (5) office machines and 
supplies and labor-saving equipment and systems for small 
enterprises; and (6) heating, air-conditioning and refrigera- 
tion equipment. 


Moreover, greater attention than at any time in the past is 
being paid to increasing imports of durable and soft consumer 
goods. For some months now, imports of durable and soft con- 
sumer goods have risen sharply over the levels of last year. 
In short, there are considerable opportunities for many kinds 
of U. S. exports, despite all the well-publicized difficulties 
of doing business in Japan. 


Recent Capital and Trade Liberalization 


1. On February 1, 1972, Japan removed IQ's on peripheral 
equipment for computers (except memories and terminals); light 
aircraft and parts; radar apparatus for aircraft; radio naviga- 
tional aids for aircraft; and radio remote control apparatus 
for aircraft. 


2. Also on February 1, all 11 items remaining under the AIQ 
import licensing system were transferred to automatic approval, 
thus in effect eliminating the AIQ system. 
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3. On April 1, Japan eliminated IQ's on ham and bacon; 
salted, dried or smoked beef and pork; refined sugar; tomato 
puree and paste; compound feeds; sulphur; gas oils, and heavy 
fuel oils. On May 1, quotas were lifted on fresh or preserved 
herring roe. 


4. The Cabinet on May 20 approved an economic program featuring: 
(1) advanced outlays for public in JFY 1972; (2) loan and 
deposit interest rates to be further reduced; (3) import quotas 
to be expanded and the domestic distribution system to be 
streamlined; (4) orderly marketing for exports to be made more 
effective; (5) capital exports to be encouraged, including 
deposit of part of official reserves in banks to enable repay- 
ment of foreign credits and also through the Japan Export- 

Import Bank for direct investments abroad, mainly for develop- 
ment of natural resources. 


5. Effective May 8 the foreign exchange concentration system 
was abolished. This system legally had obliged Japanese 
residents to sell foreign exchange or foreign claimable assets 
acquired from external transactions to authorized banks or 
post offices within one month after date of acquisition (six 
months in the case of trading companies). This action was 
accompanied by the following measures: (1) Japanese residents 
may hold, without restrictions, foreign currencies acquired by 
external transactions; (2) Japanese residents may freely open 
foreign exchange deposit accounts with authorized foreign 
exchange banks; (3) Non-residents may open foreign exchange 
deposit accounts with authorized foreign exchange banks; (4) 
non-residents may use foreign currencies for shopping in Japan, 
i.e. mainly tourists; and (5) residents of Japan may pay over- 
seas air fares in foreign exchange, 
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